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The purpose of this paper is to determine whether the 
local option sales tax was the best alternative available to 
the City of Atlanta not only to offset a 1980 budget deficit 
of $9.75 million, but also to prevent future budget deficits. 
The principal instrument used to collect data on the 
problem was a questionnaire. This questionnaire was given 
to: 1) various City of Atlanta employees who played an 
important role in recommending a local option sales tax; 
2) a select number of local citizens who opposed the local 
option sales tax and who were knowledgeable on this subject. 
The questionnaire helped identify other possible fiscal 
policy alternatives to the local option sales tax. These 
alternatives and the local option sales tax were analyzed 
using six policy evaluation criteria. From this analysis 
the writer was able to determine that the local option sales 
tax was the best possible alternative to offset the 1980 
budget deficit and to help prevent future budget deficits. 
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I. INTRODUCTION 
The social, economic and fiscal distress of many 
large urban cities has emerged as one of the leading 
social issues of the day. The nature and characteristics 
of the urban crisis have been thoroughly documented, 
leaving no doubt that a serious problem exists. Unfortu¬ 
nately, the underlying causes of central city decay are 
much less understood. Experts in urban affairs have 
advanced different and sometimes contradictory hypotheses 
in their search for the root cause of the problem.^ Among 
the most frequently mentioned hypotheses are: 
- Improvements in transportation and communication 
technology have facilitated rapid decentralization 
of urban economies, drastically reducing the impor¬ 
tance of the urban central core. 
- The central city has been unable to share in the 
rapid growth of Standard Metropolitan Statistical 
Areas (SMSA) because of fixed territorial 
boundaries. 
- Restrictive zoning by suburban communities for 
racial or economic motives has forced the central 
city to house a disproportionate share of the urban 
area's poor. 
- The deteriorating quality of life in the central 
cities has induced movements of middle and upper 
^•William Oakland, Financial Relief for Troubled 
Cities, (Columbus, Ohio: Academy for Contemporary Problems, 
1978) , P . 1 . 
1 
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incorae groups, as well as commerce and Industry, to 
the suburbs. By its very nature, this process is 
self-reinforcing, gradually transforming the central 
city into a kind of ghetto for the poor (SIC). 
- The economic base of the central city continues to 
decline because city dwellers pay higher taxes and 
get lower public service levels than people who live 
in the suburbs.2 3 
The above list does not exhaust the great variety of 
hypotheses which have been advanced concerning urban 
decline. 
The lack of consensus about the fundamental nature and 
cause of the urban crisis makes the formulation of a solu¬ 
tion extremely difficult. Some observers have even 
questioned whether a solution is desirable, since they 
believe that the existing central city no longer serves a 
useful economic purpose. Some view the problem essen¬ 
tially as one of public finance, i.e., the ability of the 
central city to provide an acceptable level of services. 
Others see it in balance sheet terms—outlays exceeding 
revenues with impending bankruptcy and resultant chaos in 
financial markets. Still others express concern about 
inefficient resource allocation, particularly in land use, 
as well as optimal use of the existing public framework 
a 
necessary for an urban economy. 
The preceding remarks suggest that no single 




designed to correct one aspect of the problem may very well 
exacerbate or at best do little to remedy other aspects. 
Thus, against this background, the intention of this paper 
will be two fold; first, to consider possible fiscal policy 
alternatives that are availble to large urban cities. Secondly, 
there will be an examination of one specific policy option, 
the local sales tax; this policy option is being used by 
many local governments to alleviate their finanical predicament, 
assuming that state legislatures permit this form of local 
tax levy. 
II. SETTING 
During the summer of 1979 the writer was a student 
intern with the Bureau of Budget Policy and Evaluation, in 
the Department of Budget and Planning of the City of 
Atlanta. The Department headed by Commissioner Dick Layton, 
is divided into two Bureaus: Bureau of Planning, directed by 
Ms. Panke Bradley and the Bureau of Budget Policy and Evalu¬ 
ation, directed by Ms. Carole Massey. The general purposes 
of these bureaus are to prepare master plans for the city, 
prepare zoning ordinances, and to develop and recommend 
different budget policies for the Mayor. 
As an intern with the Bureau of Budget Policy and 
Evaluation, under the direct supervision of Ms. Carole 
Massey, the writer's responsibilities allowed him to 
experience the broad scope of budget evaluation and 
criteria for budget recommendations. As an Administrative 
Assistant, specific responsibilities were to prepare annual 
reports, correspondences, memorandums, do simple cost 
analysis and analysis of budgetary expenditure. Also, among 
my responsib1ities during the internship was to gather infor¬ 
mation that helped determine what the final recommendation 
would be to the Mayor. Such information was intended to 
help decrease or eliminate the 1980 budget deficit. 
-4- 
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The City of Atlanta, during its 1980 budget 
preparation, was faced with finding a solution to its 
fiscal problems. This fiscal distress was created by the 
rising costs of service delivery and personnel service cost, 
coupled with slow growth in revenues. Thus, the city incurred 
certain new expenses in 1980, approximately $9.75 million, 
which it had to fund and which were the result of earlier 
decisions. In some instances the increased expenditures 
were merely to restore service levels to 1978 standards. 
These expenses were major priorities in the 1980 budget; 
they included: 
- A 10% increase in 1980 general employee 
pension costs over 1979 levels; this resulted 
from statutory changes in the City's pension laws 
(representing the first major pension benefits 
improvement since the mid-1960s). $900,000 
- With reliance on CETA-funded employees having 
increased by 774% since 1974 (from 121 positions to 
1,057 in 1979), a minimal conversion of CETA-funded 
employees created an additional cost to the general 
fund budget. $800,000 
- As a result of budget cutbacks necessary to balance 
the 1979 City budget, the city needed money to hire 
more police personnel to bring sworn police officers 
up to the 1978 levels. $1,750,000 
- Purchase of new or needed equipment whose 
scheduled replacement was deferred in 1979. 
$3,000,000 
- New parks and recreation facilities and branch 
libraries required significant additional resource 
commitments from the general fund for staff, equipment 
and annual operating costs. This was due to continuing 
allocations from City Parks improvement funds, annual 
General Obligation Rond and Community Development 
Grant fu s. $200,000 
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1979 , 
- To fully staff and supply the City's new $20 
million Central Library, which opened in May 
1980, required additional revenues amounting 
to as much as $1 million a year. 
$1,000,000 
- Inflation alone was anticipated to increase 
City costs in the areas of utilities (e.g. 
heating, cooling), operating expenses and 
operating materials and supplies at the rate 
of approximately 7% or $2.1 million. 
$2,100,0004 
^Mayor Maynard Jackson, 1980 Budget Message, June 26, 
pp. 2-4. 
III. STATEMENT OF PROBLEM 
According to an ordinance passed in 1937 by the City 
Council, the City of Atlanta must submit and prepare a 
balanced budget each year. If the City does not, it must 
comply with the Atlanta City Code, section 6-301, paragraph 
five, which states: 
If at any time during the year, the expenditures 
exceed the revenues collected and a deficit be 
created, it shall be the duty of the budget 
commission before appropriating any other sum for any 
other than the interest and sinking fund on the 
bonded indebtedness, to appropriate a sufficient sum 
to immediately discharge any deficit. 
Thus, it is the duty of the Mayor, the Chairman of the 
Finance committee of City Council, and the Commissioner of 
the Department of Budget and Planning to institute a policy 
that would appropriate a sufficient sum to immediately 
discharge any deficit, which in this case (the 1980 budget) 
was $9.75 million dollars. 
The Department of Budget and Planning is one of the 
key city departments responsible for conducting studies on 
anticipated or newly emerging problems or ideas that could 
have a fiscal impact upon the city. Based on its findings 
the Bureau makes recommendations to the Mayor and other city 
administrative officers. After much research, the Department 
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recommended that the Mayor initiate a local option sales tax 
policy in order to address the 1980 budget deficit of $9.75 
mil lion. 
As an intern with the Bureau of Budget Policy and 
Evaluation, under the direct supervision of Ms. Carole 
Massey, the writer's responsibilities allowed him to experience 
the broad scope of budget evaluation and criteria for budget 
recommendations. Among the responsiblities during the intern¬ 
ship was the gathering of information to help to determine what 
the final recommendation would be to the Mayor, in order to 
correct the budget deficit. It was from this research that 
the writer concluded that the local option sales tax was the 
best policy option to correct the 1980 budget deficit. 
The research problem of this paper, therefore, is to 
determine whether the local option sales tax was the best 
alternative available to the City of Atlanta not only to 
offset the 1980 budget deficit of $9.75 million, but also 
to prevent future budget deficits. 
IV. METHODOLOGY 
Primary and secondary data are the bases of the infor¬ 
mation in this study. The principal instrument used to 
collect data on the problem was a questionnaire. This 
questionnaire was given to various City of Atlanta employees 
who played an important role in the recommendation for a 
local option sales tax. Also, this questionnaire was given 
to a select number of local citizens who opposed the local 
option sales tax. Some of those involved in the coalition 
against the sales tax effort were State Senators Julian Bond 
and State Representative Mildred Glover, Fulton County Com¬ 
missioner Reginald Eaves, and Dr. Mack Jones of Atlanta 
University. 
Secondary information was gathered from a variety of 
other sources such as books, Journal articles and other 
documentary materials. Titles of some sources used are: 
An Analysis of the Fiscal Condition of the City of Atlanta's 
General Fund Budget and Alternative Course of Action; Coali¬ 
tion Against the Local Option Sales Tax; Local Revenue 
Diversification. These and other materials were used to 
provide the researcher with additional or supportive 
information on the Local Option Sales Tax. 
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V. IDENTIFICATION OF ALTERNATIVE FISCAL POLICY OPTIONS 
In this section the writer will identify and analyze 
the various policy alternatives that the City administrators 
had at their disposal to eliminate the 1980 budget deficit. 
According to Mayor Jackson the only other feasible policy 
options that the city had were a local option income tax and 
an increase in the property tax rate. 
As previously stated in the methodology, the primary 
source of data collection was a questionnaire. The main 
purpose of this questionnaire was to identify fiscal policy 
alternatives other than the local option sales tax. Addi¬ 
tional alternatives were identified from the data gathered 
from the questionnaire (see appendix 1) that was administered 
to selected city employees and to those persons who were 
involved in the "coalition against the local sales tax." 
There were twenty-five questionnaires mailed out and all of 
them were returned. Some of the findings of this question¬ 
naire indicated that 55% of the respondents voted for the 
local option sales tax. Some 75% thought that there were 
reasonable alternatives to the local option sales tax. 
Those other alternatives were Federal grants, State aid, 
reducing expenditures, increasing the property tax rate, 
-10- 
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an occupational tax, local option income tax and Increasing 
other revenue sources. Of these alternatives listed, the 
local option income tax was mentioned by 60% of the respondents 
and the least mentioned alternative (8%) was an increase in 
property tax rates. 
After gathering and identifying the different policy 
alternatives from the questionnaire, the writer began a 
preliminary investigation and found that several of the 
identified policy alternatives could be eliminated or would 
have minimal effect on correcting the 1980 budget deficit 
of $9.75 million. Those specific policy alternatives that 
could have been initially eliminated were Federal grants, 
State aid, reducing expenditures and increasing other revenue 
sources. The justification or reason for eliminating these 
policy options is as follows. 
Federal Grants 
In 1979 the City of Atlanta received Federal grants 
equal to about 36% of its own source of revenues. Can cities 
in general, and Atlanta in particular, expect significant 
increases in Federal revenues? At the annual conference of 
Mayors, in April 1978, federal officals, and economists 
expressed that increases in federal aid of the same magnitude 
as during the past three years was highly unlikely.^ 
Futher, it should be noted that urban aid is one of the 
^Roy Bahl, The Fiscal Outlook for Cities, Syracuse 
University Press, 1978, p.xiii. 
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"contro11ab le s" in the federal budget and hence highly subject 
to cuts. In addition, the major federal urban grant programs 
are formula grants rather than discretionary grants meaning 
that major increases in Atlanta's share of federal aid must 
come through amended legislation rather than lobbying the 
various agencies. 
State Aid 
The state government provides grants primarily for 
educational and social services, neither of which directly 
affects city government since the Board of Education provides 
education and the county provides most of the social services. 
It has been documented that Atlanta contributes substantially 
more in taxes to the state government than it receives in 
state aid. Clearly, the city would be better off if it 
could increase the amount it gets back.*’ However, to expect 
any major increases in state aid in the near future would 
be naive. 
Reduce Expenditures 
The city could have reduced programs sufficiently to 
balance the 1980 budget without a tax increase. However, 
reductions of this magnitude would have serious adverse 
consequences on the city. Further, the continuing financial 
problems will necessitate further cuts in service levels in 
succeeding years. 
In virtually every large organization, public or 
^Dr. Donald Ratajczak, unpublished paper, August, 1979 
p . 3 . 
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private, there is waste. Tight budgets, such as the city 
has experienced in the past few years, do much to reduce 
these inefficiencies. Although it is certain that ineffi¬ 
ciencies still exist, it is doubtful that they are of 
sufficient magnitude to substantially impact on the budget 
deficit. Further, it does not seem feasible to eliminate 
inefficiencies in General Fund programs without also reducing 
service levels. 
The program areas in which it appears that inefficiencies 
exist are primarily programs financed by special grants. 
Eliminating inefficiencies in these programs will therefore 
have no effect on the General Fund deficits. Obviously, 
however, the city should eliminate inefficiencies regardless 
of the source of the funding. Beyond eliminating inefficiencies, 
further cuts require reductions in programs. It must be re¬ 
membered that the city provides a given program because a 
group of citizens demanded it. What programs could be cut? 
The basic services that the city must continue to offer 
are public safety, sanitation, and street services. The full 
cost of these services accounted for 75%-80% (most of which 
include salaries and employee benefits), of the 1979 General 
Fund budget. The added cost of zoning, building inspections 
and state-mandated expenditures for the revenue department, 
brings this total to 80%-85%. Of the remaining expenditures, 
about 13% are for parks, libraries, and cultural affairs. 
To completely eliminate the Department of Mayor, the Depart- 
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ment of Budget and Planning, the Department of Cultural 
Affairs, and the City Council Staff, along with the elimina¬ 
tion of all but state and federally mandated staffing levels 
in the Department of Community and Human Development and the 
Department of Finance, would have cut expenditures by 
approximately $4 million or 1/3 of the projected 1980 deficit.^ 
In the past six years, expenditures on public safety 
and sanitation services have increased by a smaller percent 
than the increase in prices due to inflation. In all cases 
service levels have decreased. It is hard to envision 
substantial cuts in these areas for the following reasons: 
1. The crime rate is increasing and citizen demand 
for police protection is increasing. 
2. Substantial cuts in fire service would result in 
an increase in fire insurance cost for property 
owner s. 
3. Garbage collection every two weeks has the 
potential for significantly increasing community 
health problems.' 
If Atlanta is to maintain its position as a major center 
for finance, commerce, transportation, and conventions, the 
city will have to provide services to retain these industries. 
It would be short-sighted to ignore these industries and the 
revenues and jobs that they provide. 
These essential services can be cut, but not by substantial 
amounts without doing great harm to the city. The areas that 
would be cut the most are the human and social services, e.g., 
^ I b id . , p . 4 . 
81bid . 
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day care centers, recreation and neighborhood centers, neighbor¬ 
hood libraries, swimming pools, golf courses, etc. Upper 
income families are able to obtain private sector substitutes 
for these services. It is the lower income families that 
would be most harmed by these cuts. 
Other Revenue Sources 
Other sources of revenues either do not provide sufficient 
revenues, are unavailable to the city, or have already been 
increased . 
1. Increases in user fees and fines, such as golf 
course fees, parking meter fees, library fines, 
traffic and illegal parking fines would not generate 
sufficient revenues. 
2. Increasing the hotel/motel and mixed drink tax 
requires approval by the General Assembly and thus 
does not appear to be an option in the near term. 
3. The city is not legally authorized to levy any of 
the following: a tax on legalized pari-mutuel 
betting, or a property tax on state and federal 
government property. 
4. The city does raise significant amounts of revenue, 
($15 million in 1979), from sanitation fees, a 
Professional License fee, and a Business License fee. 
Sanitation fees have been increased substantially 
in the past year and are already slated to increase 
in each of the next two years. The Professional 
license fee was increased 33% in 1978 and both the 
Professional and Business License Fees are already 
substantially (four times) higher than those in 
surrounding communities. 
5. The city could sell its assets such as the Lakewood 
Fairgrounds, the Atlanta-Fulton County Stadium 
(assuming Fulton County agreed) and the Civic Center, 
assuming a buyer could be found. The sale of such 
items might eliminate the deficit for one year, but 
it is not a solution to the long-run financial 
problem. 
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6. The I-485/Stone Mountain Expressway land is owned 
by the state. If it was put back on the tax rolls 
as residential property it is quite likely that the 
cost of providing services (fire, police, etc.) 
would exhaust most of the revenues collected from 
Q 
such housing. 
Given the magnitude of the continuing budgetary d i ff i- 
culties, the above discussion implies that the city must find 
some other alternative source of revenue than these. This 
is not to suggest that the city should not reduce service 
levels, eliminate marginal programs, Increase service fees, 
lobby for more federal and state aid, etc. Rather, this 
analysis suggests that the above alternative revenue sources 
would not be of sufficient magnitude to eliminate the con¬ 
tinuing budgetary difficulties. 
The elimination of the above fiscal policy alternatives 
from the writer's preliminary investigation has left only 
three fiscal policy alternatives: a local option income tax, 
an increase in city property tax rates, and an occupational 
tax. The writer determined that these three policy alternatives 
warranted further investigation using the six policy evalua¬ 
tion criteria. A brief description of these criteria will 
precede a full discussion on these fiscal policy 
alternat ives . 
^1 bid . , p . 5. 
VI. POLICY EVALUATION CRITERIA 
The criteria for evaluating the three identified policy 
alternatives and the local option sales tax, are complicated 
because their effects are many, widespread, and not readily 
apparent. This report identifies six bases upon which 
these fiscal policy options and the local option sales tax 
will be evaluated. They are: 
1. Legal Consideration: Since the City of Atlanta is a 
creature of the State of Georgia, it is restricted to specified 
ways in which it can generate money for its operating expenses. 
Due to these legislative constraints, certain forms of revenue 
collections are considered illegal and can not be implemented 
by the City of Atlanta. 
2. Financial Impact: Many Atlanta area governments are 
caught in a revenue squeeze, as local government costs, pushed 
upward by urbanization and inflation, outstrip the revenue 
generating potential of the property tax base. This potential 
is an important yardstick for evaluating fiscal policy, 
although it will be seen that not all fiscal policies are 
designed to generate revenues for local government. 
3. Diversification: That local governments require 
additional revenues at a time when they rely primarily upon 
an increasingly unpopular and unresponsive source of revenue, 
-17- 
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the local property tax, highlights the need for fiscal 
policies which both tap alternative revenue sources (i.e., 
diversify the tax base of local government) and fare better 
in the public eye. Popular support for a tax depends, in 
part, on the perceived fairness of its administration and 
the distribution of burdens it places on various income 
groups. Both of these questions of individual equity are 
bound up in the nature and diversity of a government's tax 
base. 
I*. Fiscal equity: The equitable allocation of respon¬ 
sibilities among local governments for the financing of 
municipal services is achieved when the individuals in those 
jurisdictions which benefit from those services bear the costs 
of financing them. One fiscal equity issue has arisen in 
the Atlanta metropolitan region. This issue, "double 
taxation," refers to the fact that residents of incorporated 
areas pay county-wide property taxes, a part of which is used 
to finance municipalities—thus, partially subsidizing the 
provision of municipal services to areas outside their munici¬ 
pality. Since they pay for similar services within their 
municipality, these residents are taxed twice. 
5. Fiscal Disparities: Taxing jurisdictions have dif¬ 
ferent per capita capacities to generate revenues from the 
property tax at a given tax rate, because they have different 
taxable digests per capita. These differences in "fiscal 
capacities” among taxing jurisdictions mean that the poorer 
jurisdictions must tax at a higher rate to generate the 
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revenues per capita necessary to sustain the same level of 
government services as richer jurisdictions. These disparities, 
in turn, create an incentive for intergovernmental competition 
for a tax base in which poor tax base jurisdictions, with high 
tax rates, get poorer, and fiscal criteria for land use take 
precedence over social and environmental standards. A fiscal 
policy may or may not alter the existing distribution of this 
revenue-generating capacity among jurisdictions. 
6. Economic Impact: Many non-tax factors affect the 
locational and investment decisions of consumers and producers 
who migrate to or reside within the Atlanta area. However, to 
the extent that differential taxing policies create economic 
incentives with respect to such decisions, the economic impact 
of a fiscal policy must be examined in order to avoid the 
adoption of policies which accentuate the slow growth trends 
of Atlanta's retail, wholesale, and manufacturing sectors 
and the outmigration of Atlanta residents. 
Changing the tax base of a local government may alter 
the allocation of public resources (e.g., for municipal 
services) and private resources (e.g., for property 
improvements). Also, fiscal policies affect the amount 
of money available for expenditures within the economy of 
a region or a city. To the extent that the money does not 
"escape” the economy in payments for imported goods and 
services, it generates successive, though diminishing, 
rounds of expenditures within the economy. This "multiplier" 
-20- 
effect is a necessary economic consideration for the fiscal 
policy decision-maker.^ 
Thus, against this background, the writer will proceed 
to assess whether the local option sales tax was in fact the 
most feasible alternative for the City of Atlanta to pursue 
in addressing its fiscal dilemma. 
^Re search Atlanta, Fiscal Policy Option for Local 
Government , (Atlanta: Research Atlanta, 1 97 7 ) , pp. i-ii. 
VII. ANALYSIS OF THE OCCUPATIONAL TAX 
Atlanta Councilmember James Howard on May 7, 1979, 
introduced two ordinances into the City Council which, if 
enacted, would have had a significant impact on City govern¬ 
ment's immediate and long-range financial condition. The 
first ordinance, based on a 1976 legal opinion by City Attorney 
Ferrin Mathews, would have assessed and levied an "occupational 
tax” on all persons employed within the City of Atlanta under 
the City's Charter which grants authority to levy business 
license taxes. The companion ordinance would have abolished 
the City's system for levying and assessing ad valorem taxes, 
thereby abolishing property taxation for city governmental 
purposes in Atlanta. 
The occupational tax alternative would have levied a 
tax on all full-time employed persons within the City of 
Atlanta. There are two types of occupational taxes; a 
graduated occupational tax and a fixed rate occupational 
tax. The fixed rate occupational tax would levy a certain 
amount of tax on everyone who worked in Atlanta. A graduated 
occupational tax sets various flat rates for different income 
ranges. These various rates would have a maximum tax rate 
of $198 and a minimum tax rate of $ 0 . ^ ^ 
^Letter to Charles L. Davis, Commissioner of Finance, 
from R. H. Jones, Director of Financial Analysis and Auditing, 




There was a serious problem with the occupation tax in 
that many State officials disputed the city's legal right to 
impose this form of tax. This dispute is based on statements 
made by the Governor, leaders of the General Assembly and 
members of the Fulton County Delegation. This "occupation 
tax law" was in fact challenged in the courts and was ruled 
illegal. This ruling was handed down in December 1979, 
so we must still consider the occupation tax as a policy 
alternative. This is due to two facts: (1) the ruling on the 
law was handed down after the referendum; (2) that 52% of the 
respondents to the questionnaire felt that this was a 
reasonable alternative. 
Financial Impact 
Based on an Atlanta Regional Council's 1975 Employment 
survey, there are approximately 325,000 persons employed full¬ 
time in the City of Atlanta. According to the city's Bureau 
of Treasury, Licensing and Employee Benefits, nearly 5,000 
of these persons would be exempt from an occupational tax 
in that they already are paying the city's $150 professional 
business license fee. Thus, approximately 320,000 persons 
are being employed full-time in the City of Atlanta.^ 
As Table I indicates, approximately $19.8 million in 
additional revenues could have been anticipated if the 
graduated occupational tax had been implemented. Given the 
l^Dick Layton, The Occupational Tax Alternative: 
A Comparative Analysis, unpublished paper, 28 May 1979, p. 3. 
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1978 property digest, this would generate the equivalent 
of 7.07 mills of ad valorem taxes, allowing the city 
government to reduce its operating levy by about 51%. 
TABLE I 
REVENUE GENERATING CAPACITIES AND PROPERTY TAX ROLLBACKS 
Types of 
occupational tax 










SOURCE: Dick Layton, The Occupational Tax Alternative: 
A Comparative Analysis, unpublished paper, 28 May 1979, p. 3. 
Under a flat $150 per worker occupational tax the impact 
on city revenues would be substantially greater. The flat 
rate occupational tax would generate $48 million, the 
equivalent of 17.14 mills of property taxation for city 
government operations. This would allow the city govern¬ 
ment to significantly reduce or eliminate its operating 
levy of property taxation totally. 
Diversification 
Generally speaking, a tax is considered to be 
equitable if it treats taxpayers of equal means equally 
(horizontal equity) and if it is at least not regressive in 
its incidence on taxpayers among all income classes (vertical 
equity) . 
Since both a graduated occupational tax as well as a 
flat rate occupational tax would have to be levied under 
the city's business license taxing authority, 22% to 25% 
-24- 
of the city's residents who work outside the City of Atlanta, 
would escape the tax.^ in addition, since both taxes would 
apply only to wages and salaries earned within the city, many 
persons, whose incomes are supplemented by earnings other 
wages, salaries, and earnings made outside of the City, 
would receive a tax break not available to others whose incomes 
may be just as high but are derived solely from their employment 
within the city. 
TABLE II 
TAX INCIDENCE EFFECTS EXPRESSED AS PERCENT OF INCOMES 
Income Classes 





























































SOURCE: Dick Layton, The Occupational Tax Alternative: 
A Comparative Analysis, unpublished paper, 28 May 1979, p. 4 
As indicated in Table II, both occupational taxes would 




in their incidence on taxpayers (i.e., lower income persons 
taxed at higher rates than wealthier persons). The regressivity 
of both occupational tax proposals, however, would have been 
mitigated by two circumstances: (1) the fact that unemployed 
persons, retired persons and welfare recipients would have 
been exempt from both taxes; and (2) the fact that nearly 
three-fourths of the 22% - 25% of city residents mentioned 
above who would escape occupational taxation, hold jobs in 
the lower-paying clerical, blue-collar and service occupations, 
while 41% of non-resident workers hold jobs in the higher¬ 
paying occupational categories 
Fiscal Equity 
A key factor in determining the Fiscal Equity of a 
fiscal policy alternative is its exportability. The 
exportability of a tax generally is defined as that proportion 
of its direct and indirect burden that falls on residents 
outside the taxing jurisdiction. Both the graduated and the 
flat rate occupational tax considered in this analysis have 
relatively high exportability levels. Since the flat $150 
occupation tax would fall equally on all workers, whether 
resident or non-resident, the tax's exportability would 
equal that proportion of city workers who do not reside within 
the city's corporate limits (or 50.13%).^^ Looking at the 
graduated occupational tax, its exportability would be 
1 4 Ibid., p. 5. 
1 5Ibid . 
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slightly higher (53%), to the extent that the median income 
is higher among non-resident workers than among resident 
I (L 
workers. ° 
Administrative Considerations and Costs 
Co uncilmember Howard's proposed ordinance did not provide 
any specifics as to how his proposed graduated occupational 
tax would have been administered. A number of administrative 
problems could bave been anticipated, from both the city's 
and local employer's standpoints. For example, the tax 
schedule included in the ordinance is expressed in terms of 
annual rates varying for each thousand dollar increment in 
salary. Since many businesses in Atlanta do not maintain 
payroll records in this manner, payroll programs would have 
to be written in many cases, and for those businesses with 
non-computerized payrolls, information necessary to comply 
with the provisions of the ordinance would have to be hand- 
calculated. Also, it would take an additional $600,000 
per year of city funds to administer the occupational tax. 
1^Ibid. , p. 3. 
VIII. ANALYSIS OF THE LOCAL OPTION INCOME TAX 
The local option income tax would allow counties and 
municipalities to tax their residents at the rate of one 
percent (1%) of their entire Georgia net taxable income. This 
would include corporations as well as individuals, excluding 
only those whose annual gross income is less than $7,500. 
Legal Consideration 
In 1975, House Bill 150 passed the Georgia General 
Assembly authorizing local governments to levy a one percent 
tax on sales. The passage of this bill activated House Bill 
1011 which had passed the legislature the previous year and 
authorized local governments to impose a one percent local 
option income tax. This tax would be levied on those city 
residents that earned more than $7,500 a year. The only 
way that this tax can be implemented is with the approval 
of 50% of the registered voters of the county. In terms 
of administration, this tax is supplemental or "piggy back" 
which means that the tax has the same basis as the state 
income tax. The tax is collected from and redistributed to 
local jurisdictions by the State Revenue Department.^ Also 
the law states that there must be a rollback in the propery 
^Research Atlanta, p. 7. 
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tax in the following year equal to the amount gained from 
the new tax. 
Fiscal Disparities 
The local option income tax has no direct impact on the 
disparities in property tax digests which exist among the 
metropolitan taxing jurisdictions. This tax in no way alters 
the existing distribution of taxable property. This tax 
does have an indirect impact on tax digest disparities. The 
substitution of local option income tax for property tax 




PROJECTED REVENUE FROM A COUNTY IMPOSED LOCAL OPTION TAX 
ON PERSONAL AND CORPORATE INCOME IN 1975 
Jurisdiction P ersonal Corporate Total Revenue 
Total Clayton $ 2,954,322 $ 413,633 

























Total Cobb 6,424,858 787,872 







SOURCE: Research Atlanta, Fiscal Policy Option for Local 
Gove rment , (Atlanta: Research Atlanta, 1 97 7), p. 20. 
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Table III provides estimates of the revenues that would 
have been generated in 1975 from a county imposed one percent 
tax on personal and corporate income. These revenues are 
distributed to county and municipalities in the metro area. 
Atlanta would have gained $17.4 million in 1976 (a 6.1 mill 
rollback in local property tax in 1976).^® However, the 
estimated revenue from such a tax that would have been 
imposed in 1980, would have amounted to $25.5 million dollars, 
resulting in an approximate 9.6 mill, or 15% reduction in 
the city property tax rate.^ 
Economic Impact 
The impact of local income tax rate differentials has 
not had a significant effect on residential location in other 
major cities. One study cites three reasons for this finding: 
(1) low rates limit the incentive to relocate; (2) most local 
income is earned in the city, regardless of workers residences; 
and (3) surrounding jurisdictions often follow the central 
city in imposing comparable income taxes.^ 
For Atlanta, two of these three factors are inapplicable. 
The local option income tax law applies only to residents of 
the taxing jurisdiction. It is a "point of residence," not 
Ibid., Research Atlanta, pp.20-21. 
19 
City of Atlanta Department of Budget, Atlanta* s 
Financial Dilemma and the Local Option Sales Tax, 28 June 
1979 . 
20 
R. Stafford Smith, Local Income Taxes: Economic 
Efforts and Equity, (Berkeley: Institute of Governmental 
Studies, 1972), p. 9. 
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a "point of earnings," tax. Also, the jurisdictions sur¬ 
rounding Atlanta may not adopt an income tax. Therefore, 
the incentive for residents to relocate may still exist, 
even though the tax rate of one percent would he low. This 
incentive would he especially strong for higher income 
residents as their total tax burdens would increase. However, 
the accompanying property tax rollback may make the income 
tax more acceptable to those residents. 
The property tax rollback built into the local option 
income tax law would especially benefit those businesses 
with a high property-to-profit ratio (e.g., manufacturers 
O 1 
and merchandisers). For them there would be little 
economic justification for avoiding a local tax on corporate 
income. Business response to the personal income portion of 
the local option income tax would depend on labor's 
responsiveness to it. The tax would not apply to those who 
commute to the city to work, for it is not a point of earnings 
tax. Since workers who own homes in the city would enjoy the 
property tax rollback, probably only resident workers who 
did not own property and would apply pressure for wage 
increases. On the other hand, the pool of unemployed labor 
both within and outside Atlanta and Fulton County would 
help to stabilize labor costs for businesses. Again, the 
impact of the tax on locational decisions would be mitigated, 
the wider the area over which it is applied. 
2 1 Research Atlanta, p. 36. 
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Diversificatlon 
The implementation of a local option income tax would 
diversify the tax base of local government. For Atlanta, a 
new and substantial source of revenue would exist, and the 
mandated property tax rollback in the second year of 
imposition guarantees the substitution of this tax revenue 
for those from the local property tax. Also, since the 
yield of this tax is more responsive to economic growth 
than the property tax, its addition as a local government 
revenue source should restrain property tax growth over 
t ime . ^2 
However, diversification also affects the distribution 
of burdens of the overall tax structure on persons of unequal 
incomes. A tax is said to be progressive if it levies 
relatively greater amounts of money in proportion to total 
income from people with relatively greater ability to pay 
it; regressive if it imposes relatively higher burdens on 
those least able to pay; and proportional, if it burdens 
taxpayers of all incomes in equivalent proportions. 
Table IV presents tax burdens expressed as a percentage 
of average income within each income class. In general, this 
table shows that the local option income tax is a progressive 
tax (i.e., it taxes higher income individuals at a higher level 
than lower income individuals). This is mainly due to the 
2 2 
Ibid., p. 24. 
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fact that persons with income below $7,500 are exempted, 
providing some relief to the lower income taxpayer. 
TABLE IV 
TAX INCIDENCE EXPRESSED AS PERCENT OF INCOME 
In c ome In come Property3 Total 
Class T ax Tax Tax 
1,000- 1,999 0% .67% .67% 
2,000- 2,999 0 .47 .47 
3,000- 3,999 0 .40 .40 
4,000- 4,999 0 .42 .42 
5,000- 5,999 0 .44 .44 
6,000- 6,999 0 .44 .44 
7,000- 7,999 .20 .47 .67 
8,000- 8,999 .19 .4 5 .64 
9,000- 9,999 .36 .46 .82 
10,000- 10,999 .57 .44 1.01 
12,000- 12,999 .66 .42 1.08 
15,000- 15,999 .70 .40 1.10 
Over $25,000 .82 .4 1 1.23 
SOURCE: Research Atlanta, Fiscal Policy Option for Local 
Government , (Atlanta: Research Atlanta, 1977 ), p. 26. 
a(Lower income taxpayers pay property taxes in the form 
of personal property taxes and having a certain amount of 
their rent going to property tax payments, i.e., paid by 
owners of the property.) 
Fiscal Equity 
The local option income tax would not he borne solely 
by residents of any imposing jurisdiction; a portion of this 
tax will be exported to non-residents in one form or another. 
It has been determined that 18% of the local option income 
tax would be exported to non-residents 
The income tax, as enacted, would be levied against the 
income of residents only. Thus, one would not expect the tax 
Research Atlanta, The Local Option Sales and Income 
Taxes: a comparative analysis, (Atlanta: Research Atlanta, 
1975) , p . 26. 
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to have any exportability characteristics. However, the 
federal government allows local income tax payments to be 
deducted from income prior to the calculation of an individual's 
federal income tax liability. Such a deduction causes some 
of the tax burden to be shifted nationwide, some portion of 
each tax is, in effect, also exported. In addition, to the 
extent that businesses would pass at least some of their 
corporate income tax liability on to consumers in the form 
of higher prices, such taxes would have exportability 
characteristics . 
IX. FINANCIAL ANALYSIS OF INCREASING PROPERTY TAX RATES 
The simplest way for a city government to significantly 
increase revenues is to tax property at a higher rate in the 
following year. In order to raise 17.5 million dollars in 
additional revenue in 1980, the city would have had to 
raise the city property tax rates by about 6 mills, or 10%. 
So, if a homeowner had a $40,000 house, he would pay $66 
more than what he paid in 1979.24 
Legal Consideration 
The Georgia State Legislature has given Atlanta the 
authority to levy a property tax within its iursdiction, 
through the city's Charter. Also, it states that property 
taxes must be increased or some other alternative source 
of revenue must be found in order to meet the requirement 
of having a balanced budget each year. Therefore, by law 
the City of Atlanta has the right to increase its property 
tax rates to meet this budgetary requirement. 
Financial Impact 
During periods of stable prices, the increase in property 
tax revenues is mainly the result of new construction. In a 
developed city with few large tracts of vacant land, there 
^Atlanta Dept, of Budget and Planning, p. 5. 
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will not he large, continuous increases in the property tax 
base through new construction. Much of the recent construction 
in Atlanta has been public sector projects, such as the 
Metropolitan Atlanta Rapid Transit Authority (MARTA), the 
World Congress Center, the State Twin Towers, Georgia State 
University, Georgia Tech, highway expansion, etc., which 
have resulted in reduction in the property tax hase.^ 
Therefore, the City of Atlanta would have had to raise 
its property tax rate to have additional revenues available. 
As it has been previously stated in the opening paragraph, it 
would have taken a 6 mill increase in the 1980 property tax 
rates to generate $17.5 million dollars. 
Diversification 
Local governments in Georgia increasingly rely upon 
property tax levies to finance their governmental operations. 
In 1976, Georgia cities recieved 47 percent of their tax 
revenues from the property source.^ The percentage growth 
in the use of the property tax as a revenue source is equal 
to or greater than the percentage growth in budgeted 
expenditures within these Georgia Local governments. It 
follows that these local governments have become increasingly 
dependent on this source of revenue. 
This dependence, or lack of diversification in local 
government tax bases, is a problem since the property tax 
is unpopular with taxpayers because of increasing tax rates 
^Ratajczak, p. 5. 
^Research Atlanta, p. 5. 
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and its inequitable administration, especially with regard 
to tax assessments. 
The key aspect of inequitable tax administration is 
the taxing jurisdiction's inability to keep property assess¬ 
ments (valuations of property for tax purposes) in line with 
general increases or decreases in property values which occur 
over time. Since the taxpayer's bill is based on this assess¬ 
ment, this inability can mean that the owners of similar 
pieces of property have different tax bills. Research Atlanta 
found in 1975, widespread differences in effective tax rates, 
assessment in sales prices, and therefore differences in 
effective tax rates, throughout the c i t y . ^ ? in 1974, the 
State Department of Revenue ordered Fulton County to upwardly 
reassess its property by nine percent, thus indicating a 
continuing assessment problem.^ 
Even if the tax were equitably administered, its burden 
would fall disproportionately on those with lower incomes 
(see Table V). Lower income individuals pay a greater 
proportion of their income in property taxes than do higher 
income individuals. While exemptions are given to homeowners, 
the rental community, generally of relatively lower incomes, 
pay both in rent and consumer goods, the property taxes 
Research Atlanta, Assessment- Sales Ratios in Fulton 
County and the City of Atlanta, (Atlanta: Research Atlanta, 
1975), gg. 32-4. 
“Research Atlanta, Property Tax Administration Within 
Fulton County, Part I, (Atlanta: Research Atlanta, 1974), 
p. 25. 
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"passed forward" by landlords and business. So an increase 
in property tax rates would make this this tax even more 
regressive (i.e., lower income taxpayers pay more of their 
income than do higher income taxpayers) on lower income 
p q 
taxpaye rs. 7 
TABLE VI 
TAX BURDEN OF PROPERTY TAX 
EXPRESSED AS PERCENT OF INCOME 
ECONOMIC INCOME 
 CLASS  













SOURCE: Research Atlanta, 
















Fiscal Policy Option for Local 
Atlanta,1977), p. 26. 
Fiscal Equity 
According to a study done by Larry D. Schroeder and 
David L. Sjoquist, 48% of all property taxes are exported to 
non-Atlantans. So this means that 48% of the property tax's 
direct or indirect burden falls on residents outside the 
taxing Jurisdiction of the City of Atlanta.^ 
29Research Atlanta, p. 7. 
30 
Data based on L. D. Schroder and D. L. Sjoquist, 
"An Analysis of Alternative Methods for funding the Burden 
of the Property Tax in the City of Atlanta," unpublished 
paper, 1974, pp. 15-9. 
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Fiscal Disparities 
An increase in local property tax rates would have a 
direct impact on the disparities in the property tax digests 
which exist among taxing jurisdictions. With the increase in 
property tax rates the City of Atlanta would he trying to 
generate the revenue per capita necessary to sustain the 
same level of government services as other richer jurisdictions. 
These disparities in turn, create an incentive for each of 
the surrounding jurisdictions to attract property develop¬ 
ment at the expense of the City of Atlanta. 
Economic Impact 
Increasing the property tax rate within the City of 
Atlanta would have a very serious effect on the economic 
stability of the city. Property tax differences are thought 
to he an important factor in the intra-metropolitan location 
decisions of firms, particularly new firms. Reducing the 
tax differential provides an incentive for increased invest¬ 
ment in the City. 
The result will be an increase in investment in rental 
housing, with a corresponding constraint upon the growth in 
rents, D and in industry, with a corresponding increase in 
employment The effects of reducing property taxes will 
not occur overnight. In the meantime, the owners of businesses 
and apartments will reap a windfall. 
^(Rental property owners will pass the additional 
property cost on to the renter, whereas, sing1e-fami1y 
residence owners will have to pay the additional property 
cost.) 
^Ibid., Ratajczak, p. 15. 
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An increase in the property tax rate of 4 to 6 mills 
would make Atlanta even less competitive as a site for new 
business. Atlanta is losing business and jobs now and a 
4 to 6 mill increase in the tax differential will only 
increase that loss. 
The important factor is the tax rate expressed as a 
percent of market value. This rate depends upon the assess¬ 
ment value of the property and the millage rate For 
example, consider a piece of property with a market value of 
$100,000. The taxable value would be 40% of that or $40,000 
The resulting taxes, with a millage rate of 58 mills, would 
be $2,320. This is an effective tax rate of 2.32% (of the 
$100,000). If the value of the parcel increases to $150,000 
but is not reassessed, the effective tax rate falls to 1.54% 
Clearly, this would be a case of underassessement. However, 
if the property were to be reassessed, the effective tax 
rate would remain the same, or 2.32%.^ 
The point of this discussion is that if Fulton County 
continuously reassesses property to their legal limit while 
the surrounding counties do not, the effective tax rate in 
Atlanta stays at 2.32% while it falls in the surrounding 




of a cent: 
39 Ibid 16 
$.001: a monetary unit used 
X. FINANCIAL ANALYSIS OF THE LOCAL OPTION SALES TAX 
What is a sales tax? Broadly speaking, it is a levy 
imposed on a business transaction; the base of the tax is 
the price paid for the goods or services exchanged and 
collected by the seller. A sales tax is imposed state-wide 
for the purpose of generating state revenue. A local option 
sales tax is a levy imposed by and upon a specific tax district, 
in addition to the state-wide sales tax, with the revenues 
being used exclusively in the specific tax districts levying 
the local option sales tax.^ 
The nature and scope of sales taxes or a local option 
sales tax vary greatly. This makes it difficult to develop 
a single system of sale tax classification that would serve 
all purposes. A system for classifying American sales taxes 
according to an ascending degree of generality in applica¬ 
tion was developed by Professors Haig and Shoup. This 
widely used classification system provides the following 
four types of sale taxes: 
1. Retail sales tax- imposed upon the sales of 
tangible personal property at retail or for 
consumption; may include admission, restaurant 
and public utility sales. 
Wayland D. Gardner, Government Finances; National, 
State, and Local, (Englewood Cliffs, N.J.; Prentice-Hall, 
Inc., 1978), pp. 6-7. 
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2. General sales tax- in addition to retail sales, 
applies to wholesaling, extractive, and 
manufacturing industries. 
3. Gross receipts tax- in addition to retail, 
wholesale, extractive, and manufacturer's sales, 
includes personal and professional services. 
4. Gross income tax- in addition to transactions of 
the above three types, includes receipts from 
non-business activities as wages and salaries 
No simple system of classification is entirely satisfactory 
for the American sales taxes in this present state of 
diversity. The above system is perhaps the most useful for 
general purpose. 
Historically, the first local sales tax was adopted 
by the City of New York in 1934, followed by the New Orleans, 
Louisiana levy, which was initially adopted in 1936 and 
made into a general tax in 1938. The local sales tax 
"movement," however, is distinctly a product of the postwar 
period. Authorization of local sales taxes by California 
and Illinois in the late 1940s and 1950s fueled this 
movement, a movement that reached its highest rate of advance 
during the period of 1963-1970. During these seven years, 
13 states authorized local sales taxes for at least some 
of their jurisdictions, thereby doubling the number of states 
that gave their local government units access to this tax 
instrument. As of January 1,1973, 26 states permitted one 
or more of their local governmental jurisdictions to levy 
36ibid., p. 49. 
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a local sales tax.^ 
Three reasons may help to explain the increased 
utilization of local sales taxes. First, continued pressure 
for additional local revenues, and second, increasing 
dissatisfaction with the property tax have been twin spurs 
to the further spread of non-property revenue sources. Thirdly, 
the local sales tax movement may be the result of the much 
greater degree of public acceptance of the taxpaying public 
O o 
for this tax instrument. ° 
A study by the National League of Cities, Urban Observatory 
showed that a wide margin of citizens in each of the ten cities 
surveyed preferred the sales tax rather than increasing the 
property tax, the income or earnings tax, the utilities tax or 
the tax on automobile owners. Because there were five tax 
alternatives, the local option sales tax did not receive a 
majority vote as first choice; nonetheless, the sales tax 
was the uniform first choice in all ten cities and did 
receive a majority vote in each city studied as one of the 
two best ways to raise additional local revenues. The 
favorable response to the sales tax, if local taxes had to 
be raised, was pervasive among groups of various socio¬ 
economic factors and the study concluded, "for most cities 
and almost all groups, the sales tax was by far the most 
Advisory Commission on Intergovernmental Relations, 
Local Revenue Diversification: Income Sales Tax and Users 
Charges, (Washington D.C.; Government Printing, October, 
1974), p. 31. 
58Ibid. 
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favored way of raising increased revenue from various tax 
••3 9 sources. 7
Two public opinion surveys conducted for the Advisory 
Commission on Intergovernmental Relations by the Opinion 
Research Corporation of Princeton, New Jersey further supports 
the greater acceptance of the sales tax by the tax-paying 
public. Although the choice was between a state sales tax 
and local property tax as well as other federal and state 
taxes, both Advisory Commissions' surveys revealed a far 
greater degree of acceptance for the sales tax than the 
property tax. Nationwide, only 13 percent of the respondents 
felt the state sales tax was "least fair" in 1972 in each 
and every socio-economic classification.^ 
A look at the revenue side of urban city budgets, 
reveals that despite its widespread unpopularity, the 
property tax remains the largest source of locally raised 
revenue. As of 1975, the property tax accounted for over 
80 percent of raised revenue. However, the importance of 
this tax is diminished if only large cities are considered; 
in these cities, the property tax accounts for 54 percent of 
tax receipts and 40 percent of total revenues, respectively.^ 
In 1972, local sales taxes raised approximately 1.7 
billion dollars and while running a distinct second to the 
Ibid . 
40 
Ibid., p. 32. 
^ -*-0akl and , p . 1 . 
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property tax, sales tax Is nonetheless the second most 
lucrative Individual source of tax revenue to local govern- 
4 o ment. •• 
The revenue significance of local sales taxes is some¬ 
what obscured by aggregate data. Obviously, while many 
local governmental jurisdictions are now using this tax 
source, many more are not. Concentrating on municipal 
government, the most frequent users of the sales tax, some 
$1.9 billion dollars were raised by the general sales tax. 
This represented an amount equal to 10.9 percent of total 
municipal tax revenue and 7.9 percent of municipal general 
revenue, raised from other sources.^ 
Legal Consideration 
Local government can levy sales taxes only when 
specifically or implicitly authorized by State constitution 
or statute. This authorization can be home rule charter, 
general licensing powers, or specific state legislation. 
The state of Georgia chose to amend the State of Georgia 
Retailers' and Consumers' Sales and Use Tax Act of 1951 to 
make provision for a local option sales tax. This provision 
reads as follows: 
An Act to amend an Act known as the 'Georgia 
Retailers' and Consumers' Sales and Use Tax 
Act', approved February 20, 1951 (Ga. L. 1951, 
p. 360), as amended, so as to authorize counties 
and certain municipalities to levy a local sales 





and use tax under certain conditions; to provide 
for the administration and collection of such 
taxes. ^ ^ 
With this amendment to the Georgia Retailers' and Consumers' 
Sales and Use Tax Act, 159 special districts were created. 
One of those special districts was Fulton County in which 
the City of Atlanta is located. The voters of Fulton County 
therefore could vote to impose a local option sales tax 
within their special district. 
The history of the local option sales tax law in the 
state of Georgia has been marked by controversy and disputes. 
It was originally enacted as a means of giving counties 
another method of producing revenue on the local level by 
imposing an extra oenny tax on the dollar. More than 99 
Georgia counties have taken advantage of the law, enabling 
many to roll back property taxes almost entirely. 
The constitutionality of the local option sales tax 
has been challenged in the Georgia State Supreme Coiirt 
several times; but after court-mandated modifications it 
was finally upheld. One court challenge was in 1978, in 
the case of the City of Augusta vs. Mangell. The problem 
was that the municipalities' residents were being taxed at 
a higher rate than unincorporated residents for the same 
service provided by the county. This inequity manifested 
itself in the form of more revenue being available for 
4 4 
Georgia Law, 1975 session, No. 598 (house bill 
No. 150), pp. 984-5. 
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property tax rollback for residents in unincorporated areas 
because less of their total tax dollar went for the provision 
of county services. 
Financial Impact 
Estimates for 1980 had shown that revenues from a local 
option sales tax would have amounted to about $28.3 million 
for the City of Atlanta. ^ previous studies have indicated 
that the sales tax revenues grow faster than property tax 
revenues. As can be seen from Table VI, recent trends in 
Atlanta show that the sales tax base (based on the 1% MARTA 
tax) has increased faster than the property tax base. Also, 
the sales tax revenue would keep up with inflation; as people 
earn more dollars, they spend more dollars. In fact at an 
annual growth rate of about 10%, sales tax revenues would 
increase almost twice as fast as the property tax. 
TABLE VI 
GROWTH IN SALES TAX BASE AND PROPERTY TAX BASE 
PROPERTY TAX BASE 
YEAR 
1973 
SALES TAXa (NET ASSESSED VALUE) 
16.8% 
1974 15.2% 1 . 3 
1975 0.9 3.2 
1976 3.7 9.7 
1977 9.7 0.8 
1978 14.1 1.8 
1979 14.1 6.4 
SOURCE : Dr. Donald Ratajczak, unpublished paper, August 
1979, p. 13. 
a(Sales Tax refers to the 1% MARTA tax collections) 
^^Ibid., Atlanta Dept, of Budget and Planning, p. 7. 
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Let us project a few years ahead and try to detemine the 
additional revenue that could he realized from a sales tax. 
In 1980, the increase in the sales tax collections would 
have amounted to $28.3 million and this would have been 
required to be returned in the form of lower property taxes 
in 1981. But in 1981, the one-cent increase in the sales 
tax brings in $33.8 million, which does not have to be returned 
until the following year. In this way, the city would have 
realize a $5.5 million margin with which they could have 
met the critical needs for public services during 1981 
(See Table VII). 
TABLE VII 
PROJECTED REVENUE INCREASE FROM A SALES TAX 
(in millions) 
SALE TAX PROPERTY REVENUE 
YEAR REVENUE TAX ROLLBACK IMPROVEMENT 
1980 $28.3 — $28.3 
1981 33.8 $28.3 5.5 
1982 39.8 33.8 6.0 
1983 46.4 39.8 6 .6 
Total $46.4 
SOURCE: Michael Lomax, unpublished paper, 22 August 
1979 , p . 8 . 
Finally, State law specifies that local option sales 
tax revenues must be used to substitute for the property tax 
in the following year. If the penny increase of the sales 
tax had been in effect in 1979, an owner of a $25,000 house 
would have saved a net of $69. The savings would have been 
$206 for an owner of a $50,000 house, $334 for a $75,000 
house and $481 for a $100,000 house.^ 
46(Based on Georgia State Property Tax tables) 
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Diversiflcation 
The implementation of the local option sales tax would 
diversify the tax base of Atlanta. Tor Atlanta, a new and 
substantial source of revenue would exist, and the mandated 
property tax rollback in the second year of imposition 
guarantee the substitution of these tax revenues for those 
from the local property tax. Also, since the yield of the 
sales tax is more responsive than the property tax to 
economic growth, its addition as a local government revenue 
should restrain property tax growth over time. 
However, diversification also affects the distribution 
of burden of the overall tax structure on persons of unequal 
incomes. The sale tax is perceived as regressive (Table VIII), 
TARLE VIII 
TAX BURDEN EFFECTS OF A LOCAL SALES TAX 
EXPRESSED AS PERCENT OF INCOME 
ECONOMIC INCOME SALES PROPERTY TOTAL 
CLASS TAX TAX TAX 
$ 1,000- 1 ,999 .96% .36% 1 .32% 
2,000- 2,999 .69 .31 1.00 
3,000- 3,999 .80 .26 1.06 
4,000- 4,999 .83 .27 1.10 
5,000- 5 , 999 .89 .28 1.17 
6,000- 6,999 1.02 .28 1.30 
7,000- 7,999 1.04 .30 1.34 
8,000- 8,999 1.00 .28 1.28 
9,000- 9,999 .96 .28 1.24 
10,000- 11,999 .93 .28 1.21 
12,000- 14,999 .87 .26 1 .13 
15,000- 24,999 .85 .25 1.10 
Over $25,000 .59 .26 .85 
SOURCE: Research Atlant a, Fiscal Policy Option for local 
Government, (Atlanta: Research Atlanta, 1977) , p. 2 6. 
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meaning that it imposes a greater percentage of tax burden 
on the poor than it does on the more affluent. Rut so is the 
property tax. Yet, many low- and middle-income persons own 
homes, cars, boats, and other taxable property and they, too, 
would benefit from the property tax reduction. When balanced 
against the benefits in the form of essential public services 
which the low- and raidd1e-income individual would receive, 
the slightly additional burden imposed by a one percent increase 
of the tax is not significantly regressive. 
There also exists the possibility that the single most 
regressive feature of this tax could be eliminated, as a 
result of a possible exemption of the basic commodities of 
food and drugs from the sales tax. During the General 
Assembly's last session in 1979, there was a strong effort 
to exempt such essential items from the sales tax. Un¬ 
fortunately, the State legislature did not pass this exemption. 
The proponents have vowed to continue their efforts, however. 
Fiscal Equity 
The exportability of a tax generally is defined as that 
proportion of its direct and indirect burden that falls on 
residents outside the tax jurisdiction. It is estimated 
that from 30% to 50% of a local option sales tax would be 
paid by out-of-city residents making business and personal 
purchases inside the city limits.^'7 
^Atlanta Dept, of Budget and Planning, p. 7. 
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Fiscal Disparities 
The local option sales tax would not have a direct 
impact on the disparities in property digests which exist 
among taxing jurisdictions. The sale tax in no way alters 
the existing distribution of taxable property. However, it 
does have an indirect impact on tax digest disparities. The 
substitution of local option sales tax revenues for property 
tax revenues makes the property tax base less vital for fiscal 
well-being. 
Economic Impact 
The benefits of the local option sales tax, primarily 
in the areas of revenue generation and diversification of 
local government tax hase, must be weighed against potential 
economic consequences. Benefits could be offset if the tax 
drove consumers to lower tax communities to shop, inhibited 
shoppers from commuting into the taxing jurisdiction, or 
ultimately altered the locational decisions of retailers. 
This problem, the shrinking of the sales tax base due to the 
locational choices of consumers and sellers, is known as 
" le akag e.” 
The issue is particularly relevant in Fulton and Dekalb 
counties wherein the one percent MARTA sales tax has already 
created a sales tax rate differential with the other metro¬ 
politan counties. 
Conclusive evidence about the relationship between sales 
tax rate differentials and purchasing patterns over time is 
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no t available. Comparing the rates of growth in state 
sales tax receipts in the metropolitan counties since the 
imposition of the MARTA tax in Fulton and Dekalb is of little 
use, because other factors which affect this measure have 
changed as well. While Fulton County has had a slower rate 
of growth in sales and use tax receipts than the other counties 
over the past five years, it may be that a shifting population 
mix within the city and county, the relative saturation of 
the retail sector in Fulton County, the rise in transportation 
costs since the oil embargo, or the development of shopping 
centers outside the county (rather than sales tax avoidance) 
4 8 accounts for this trend. ° 
In 1970, a general economic model of leakage was 
constructed and applied to 173 central citiesThe City 
of Atlanta budget analysts used this general model and 
estimated an eight percent loss of retail sales in Atlanta 
base on sales tax rate increase of one percent.^ 
Several factors make this study less threatening than 
it may first appear. Sales tax avoidance is more likely 
with major purchases (e.g., major appliances) than with 
lower cost purchases. Therefore, while particular retail 
activities may be disadvantaged by an increase in the sales 
tax levy, the effect on most other retail activity would 
^Research Atlanta, p. 32. 
L. Mikesell, "Central Cities and Sales Tax Rate 
Differentials: The Border City Problem," National Tax Journal, 
Volume 23, June 1970, pp. 206 -13. 
^Research Atlanta, p. 32. 
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be less extreme. 
Another major mitigating factor to the leakage threat 
to the city is the property tax rollback embodied in the 
local sales tax law. Its effect in incorporated areas is 
to reduce property tax rates in the second year of the tax 
by an amount equivalent to the new tax's first year revenues. 
A municipally imposed sales tax in the City of Atlanta in 
1975 would have produced revenues of about two-thirds the 
amount generated through its property tax levy for general 
government operations in 1976 ($24.1 million from the sales 
tax versus $36.4 million from local property tax). Businesses 
pay approximately two-thirds of the city property taxes and 
they would be the primary beneficiaries of this property tax 
relief. ^ The leakage cost of an additional one percent 
sales tax could be offset by reducing the prices of goods 
and services to reflect the rollback, so that the price to 
the consumer would be competitive with those of neighboring 
lower taxing jurisdictions. 
The effect of an additional one percent local sales 
tax levied either in Atlanta or Fulton County on business 
activity other than retailing would be less detrimental to 
their competitive positions. Studies have shown that within 
metropolitan areas, variations in local property tax rates 
are one of several determinative factors in plant location 
51 
Ibid., p. 33. 
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decisions; hence the growth of industrial parks in low tax 
areas, e.g., the Fulton Industrial District. Fut no study 
has shown that sales tax rate differentials have similar 
influences on the locational decisions of non-retail busi¬ 
nesses. Thus, the substantial property tax relief to busi¬ 
nesses which accompanies a local sales tax would serve as a 
relative incentive, rather than a disincentive, to industrial 
location within the taxing jurisdiction. 
Up to this point, the leakage discussion has presumed 
that only one jurisdiction will impose the tax, i.e., 
Atlanta. Leakage diminishes as the area in which the tax 
applies is widened. A sales tax imposed by Fulton County 
would produce less loss of sales than would one levied 
in Atlanta only. If all metropolitan counties imposed such 
a tax, leakage from the city would be insignificant. The 
larger the taxing area, the higher the costs and inconvenience 
associated with traveling to lower tax jurisdictions to make 
routine purchases. 
XI. SUMMARY/ CONCLUSION 
The research problem of this paper, was to determine 
whether the local option sales tax was the best alternative 
for the City of Atlanta not only to offset the 1980 budget 
deficit of $9.75 million, but also to prevent future budget 
deficits. After administering a questionnaire and using 
other data, it was determined that there were other feasible 
alternative courses of actions that the City of Atlanta had 
at its disposal. As a result of the study, certain fiscal 
policy alternatives were eliminated because they would not 
generate significant revenues to offset the deficit in the 
1980 bud get. 
After the elimination of those fiscal policy alternatives, 
specific attention was given to three alternatives, a local 
option income tax, an occupational tax and an increase in 
property tax rates. Once these fiscal policy alternatives 
were identified, six policy evaluation criteria were used 
to determine if there were a more feasible alternative than 
the local option sales tax. It also became clear, as a result 
of the study, that we could eliminate two more alternatives. 
These two alternatives were, the occupational tax and 
local option income tax. These alternatives were eliminated 
particularly because of certain legal considerations. The 
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occupational tax was eliminated since the Georgia Supreme 
Court ruled that it was unconstitutional. Furthermore, the 
local option income tax had the legal constraint of requiring 
a majority of all registered voters in a county vote in 
favor of a local option income tax. This would be difficult 
to achieve especially when voter turn out in a national 
election is below 50% of all registered voters. 
Thus, there was only one policy alternative left, an 
increase in property tax rates. This fiscal policy alterna- 
ative and the local option sales tax had to meet certain 
constraints put forth in the purpose of this paper. The 
constraints of this paper were that the fiscal policy alterna¬ 
tive must not only satisfy the 1980 budget deficit but it 
must also have the possibility of preventing future deficits. 
This study concluded that, the local option sales tax 
was the best fiscal policy alternative to offset the 1980 
budget deficit and it would have the long range effect of 
helping to prevent further budget deficits. This conclusion 
was based on the following reasons: 
1. The sales tax revenue will grow commensurate with 
the inflationary rate of the economy. 
2. The roll-back in property taxes will make the City 
of Atlanta more attractive to business and in return 
will encourage economic development. 
3. The sales tax would increase the diversity of 
revenue sources that the City of Atlanta could 
draw on. 
Finally, the writer admits that the sales tax is regres¬ 
sive in that it taxes low income persons at a greater rate than 
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upper income persons. However, the benefits of a sales tax 
outweighs this regressive factor. Addtionally, the rolling 
back of property taxes would soften this regressive factor 
by making it possible to delay rent increases and it could 
provide new businesses for the city. With these new 
businesses there would be additional job possibilities that 
would be available to lower-income persons. 
It is clear that Atlanta has reached a turning point 
in its financial history. Although the city's options are 
few and far from ideal, the time for action is now. Further 
cut-backs in city services will merely perpetuate the city's 
physical and social deterioration and may take the city a 
long time to recover from this deterioration. What is 
needed now is an aggressive, forward looking financial 
program to restore and continue the quality service which 
Atlantans deserve. It is the writer's opinion that this 
can be brought about with the implementation of a Local 




1) Were you in favor of the Local Option Sales Tax referendum 
of October 2, 1980? 
Yes No 
2) If you answered yes to #1 above, why were you in favor? 
3) Do you think there were any resonable alternatives to 
the Local Option Sales Tax? 
Yes No 
4) If you answered yes to #3 above, list the alternatives 
in order of your preference. 
5) What 
made 
feature or benefits of the alternatives listed above 
them more favorable than the Local Option Sales Tax? 
-58- 
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